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Statement on Auditing Standards (SAS) 70 Type II Reviews and Reports  
 
Condition 
 
During our audit of the County’s June 30, 2009 basic financial statements, we found where two of three 
Third Party Administrators (TPA) that handle and process transactions, specifically, workers’ 
compensation claims, either had not undergone a Statement on Auditing Standards (SAS) 70 Type II 
review or the SAS 70 review did not specifically apply to the operations of the County’s workers’ 
compensation program.  In context, the TPA is considered a service organization and would be subject to 
the provisions of SAS 70 “Reports on the Processing of Transactions by Service Organizations”, and a 
related SAS 70 Type II report.   
 
Per SAS 70, the above mentioned TPAs are considered service providers subject to a SAS 70 review as 
they perform the following duties on behalf of the County: 
 

 Execute transactions and maintain the related accountability 
 Record transactions and process related data 

 
Criteria 
 
SAS 70 subparagraph 8 states that if an entity uses a service organization, certain policies, procedures, 
and records of the service organization may be relevant to the user organization's ability to record, 
process, summarize, and report financial data consistent with the assertions embodied in the entity's 
financial statements. 

 
SAS 70 subparagraph 12 states that a service auditor's report on policies and procedures placed in 
operation and tests of operating effectiveness may be relevant to a user organization's internal control 
structure for the following reasons:  

 Whether such policies and procedures were suitably designed to achieve specified control 
objectives.  

 Whether such policies and procedures had been placed in operation as of a specific date.  
 Whether such policies and procedures that were tested were operating with sufficient 

effectiveness to provide reasonable, but not absolute, assurance that the related control objectives 
were achieved during the period specified.  

 
Systemic or Isolated:  Isolated   
 
Cause 
 
Currently, there is no provision in the contract between the County and the two of the three TPAs, 
requiring a SAS 70 review and related SAS 70 Type II report.  It should be noted that the contracts with 
all other TPAs providing workers’ compensation claims processing do contain a provision for a SAS 70 
review.    
 
 



COUNTY OF LOS ANGELES  
MANAGEMENT LETTER 

FOR THE YEAR ENDED JUNE 30, 2009 
 
 

3 
 

Recommendation 
 
MGO recommends that the County ensure all contracts with TPAs providing workers’ compensation 
claims processing contain a provision for a SAS 70 review and related SAS 70 Type II report.  This may 
include amending existing contracts, where permitted.  
 
Views of Responsible Officials and Planned Corrective Action 
 
We agree with the recommendation and will include the SAS 70 provision in future contracts. 
 
On February 22, 2010, MGO notified the CEO Risk Management Branch (CEO-RMB) that two third 
party administrators “either had not undergone a Statement on Auditing Standards (SAS) 70 Type II or 
the SAS 70 review did not specifically apply to operations of the County’s workers’ compensation 
program.” CEO-RMB’s response follows: 
 
The County of Los Angeles contracts with Tristar Risk Management (Tristar), Intercare Insurance 
Services (Intercare), and Acclamation Insurance Management Services, Inc. (AIMS) for third party 
workers’ compensation claim administration services. On September 20, 2005, the Tristar and AIMS 
contracts were approved. The Intercare contract was approved on September 16, 2008.  
 
In 2006, CEO-RMB recommended the inclusion of a SAS 70 Type II provision in future workers’ 
compensation third party administration contracts. Such a provision is included in the Intercare contract. 
Tristar, AIMS, and Intercare have engaged in service organization SAS 70 Type II audits. 
 
CEO-RMB believes the inclusion of specific SAS 70 Type II requirements in third party workers’ 
compensation claim administration service contracts is a prudent and novel industry practice. CEO-RMB 
staff has evaluated numerous workers’ compensation claim service RFPs on the internet and contacted a 
number of public sector workers’ compensation claims professionals (including CSAC Excess Insurance 
Authority) and found no evidence that SAS 70 Type II audit requirements are included in workers’ 
compensation third party claims administration service contracts. Therefore, the CEO-RMB believes its 
current approach to add the SAS 70 Type II provision to new contracts is responsive to the 
recommendation and exceeds standard industry practices. 
 
 
 


